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Saving in the United States: 

How Has It Changed and Why Is It Important? 

Summary 

How much we save as a nation has significant consequences for the economy. 
Saving is that share of income that is not consumed. By saving more now we can 
raise our living standard in the future. Because it is not consumed, it is available for 
investment in new capital as well as replacements to the existing capital stock as it 
wears out. A growing capital stock is an important contributor to increases in 
productivity and thus a rising standard of living. 

Whether or not we are saving enough as a nation is of considerable relevance 
to a number of public policy issues, including how to reform Social Security, whether 
or not to balance the federal budget, and the efficacy of individual retirement 
accounts and other forms of private saving incentives. 

There is concern that we are not saving enough. While the personal saving rate 
averaged nearly 7% of gross domestic product (GDP) in the 1970s and 1980s, it fell 
during the 1990s, and in 2000 fell to near zero. Total gross national saving averaged 
19.7% of GDP during the 1970s, but fell to an average of 17.1% during the 1990s. 
In recent years, the national saving rate has recovered somewhat. During the 1990s, 
total private saving fell, but, during the same period, increased public sector saving 
more than offset the decline. Clearly, during that period, without the emergence of 
significant public sector budget surpluses, the national saving rate would likely have 
fallen further. More recently, in part due to federal government budget deficits, 
national saving has fallen. 

Saving from domestic sources is insufficient to provide for all of domestic 
investment. As a result, we are importing resources from abroad. Prior to the 1 980s, 
the United States was a net supplier of saving to foreigners. During the 1980s and 
1990s, however, we have been importing saving from abroad at an average of 1 .5% 
of GDP. This net inflow of foreign capital has consequences. In order to invest 
funds in the United States, foreigners must first buy dollars. That raises the foreign 
exchange value of the dollar. The rising dollar in turn makes imports cheaper and 
U.S. exports more expensive. The result is a trade deficit that mirrors the net inflow 
of foreign capital. 

Raising the national saving rate has become a priority to some policymakers. 
Two routes have been used to achieve this goal. One has been attempts to reduce the 
federal budget deficit. In the 1990s, this policy was so successful that a substantial 
surplus was temporarily achieved. This approach to raising the national saving rate 
was supported by a wide spectrum of economists. The second approach has been to 
attempt to raise the household saving rate by giving preferential tax treatment to a 
specific form of household saving, the IRA. The effectiveness of this approach is 
unclear and it does not share the same widespread support among economists. 
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Saving in the United States: 

How Has It Changed and Why Is It 
Important? 

Saving is considered by many to be synonymous with thrift, which is usually 
thought of as simply putting money aside in a bank, or buying stocks and bonds. 
Economists, however, have something broader in mind than putting money in a bank 
or adding to one’s holdings of financial assets. For them, saving represents that 
portion of total national output that is not used for consumption. As such, it 
represents output or resources that can be used to create, sustain, and expand the 
nation’s stock of capital. 1 

While the nation’s capital stock is often thought of in tangible terms as the 
machinery, equipment, and structures that are needed to produce output, it also has 
an important human dimension. This consists of the skills and knowledge of its labor 
force, its entrepreneurial skills, social organization, etc. — factors that are essential 
in making the best use of the existing stock of physical capital to produce goods and 
services, creating new physical capital, improving its efficiency over time, and 
innovating new ways to produce output. 

Thus, a nation’ s capital stock has both a tangible and intangible component, and 
the act of saving frees resources to create, renew, and expand both tangible and 
intangible capital. The growth of this capital over time is closely linked to the 
growth in the material well-being of a nation’s citizens. Growth in per capita real 
income over time is an important measure of the ability of an economy to “deliver 
the goods.” 

When an economy disappoints, in the sense of being unable to deliver a 
continuously rising standard of living or a standard that rises at the same rate it did 
historically, economists are often led to investigate the growth rate of the capital 
stock, and this leads inevitably to an investigation of the saving rate. There is a 
widespread perception that the U.S. economy has come up short in this regard over 
much of the past 25 years. For this reason, the national saving rate has come under 
scrutiny. Whether or not we are saving enough as a nation is of considerable 
relevance to a number of public policy issues, including what to do with rising budget 
surpluses, how to reform Social Security, and the efficacy of individual retirement 
accounts and other forms of private saving incentives. 



1 The word saving is used in this report rather than savings for an important reason. In the 
lexicon of economics, saving refers to the flow of a nation’s output which is not consumed. 
Savings carries a somewhat different connotation: it is generally used as a synonym for 
wealth, and refers to the stock of assets that have been accumulated as a result of saving a 
portion of the nation’s output. 
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Investigating the causes for the international differences in economic 
performance often leads to an investigation of the differences in national saving rates. 
These differences have been an important part of some explanations for the 
occasionally lackluster performance of the U.S. economy. 

Thus, from both a national and international perspective, concern has arisen 
about the adequacy of the U.S. saving rate. 

The Measurement of Saving 

The basic measurement of saving for the United States comes from the National 
Income and Product Accounts (hereafter NIPA) prepared by the Bureau of Economic 
Analysis (BEA) of the Department of Commerce. Some may presume that saving 
is done primarily by individuals or households. While this is an important 
component of domestic saving, it is not the only source. Saving is also done by 
businesses and by all levels of government (the “public sector”). Moreover, since the 
United States is an integral part of the wider world economy, it both supplies saving 
to and absorbs saving from the rest of the world. 

In this section, the various components of aggregate saving will be identified, 
private saving will be distinguished from public saving, and both private and public 
will be combined in a measure known as national saving. 

In order to define and measure the different saving rates and to organize the 
discussion, as well as provide some analytical tools for the subsequent discussion of 
policies toward saving, it is necessary to explore in greater detail the concept of 
saving found in the NIPA. 

Gross domestic product (GDP) can be calculated in two different ways; first by 
adding up all of the income earned in the production of goods and services, and 
second by adding up the value of all the goods and services produced. To measure 
saving, it is necessary to make use of both. 2 

Measures of income can be used to obtain estimates of saving done by the 
private sector. On the income side of the accounts, GDP is computed by adding up 
all of the payments made to those who supply inputs (the “factors of production”) 
towards the production of the nation’s output of goods and services. These factor 
payments consist of wages and salaries, interest, rent, and profits. The income 
recipients then use this income for the consumption of domestically produced goods, 
for paying taxes, for buying foreign goods (imports), and for saving. 3 Total or gross 



2 Gross domestic product measures all output produced in the United States regardless of 
who owns the productive factors. Gross national product (GNP), on the other hand, 
measures all output produced by American owned factors of production regardless of where 
they are domiciled. For the United States, the two measures have been virtually the same 
over time. 

3 Since many governments operate programs which transfer income from one group of 

(continued...) 




